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Your house is one of your most valuable assets and ...like any
OF YOUR ASSETS, YOU W ANT TO MAKE THE MOST OF IT.
Today I will help you do just that by pointing out how you 
CAN MINIMIZE THE EXPENSES OF OWNING A HOME. I WILL ALSO SHOW 
YOU HOW TO TAKE ADVANTAGE OF THE TAX LAWS DESIGNED TO
OFFSET HOMEOWNER COSTS.
Don 't worry about taking detailed notes. I 've brought along 
COPIES OF A BROCHURE WHICH SUMMARIZES MY REMARKS. IF YOU 
HAVE ANY QUESTIONS, I'LL BE HAPPY TO ANSWER THEM FOR YOU AT 
THE END OF MY TALK.
I'LL  START WITH SOME IDEAS FOR LOWERING YOUR TAX BILL. A S  A 
HOMEOWNER, YOU ARE ELIGIBLE FOR SOME HEFTY TAX DEDUCTIONS. I 
AM  SURE THAT MOST OF YOU ARE AWARE THAT MORTGAGE INTEREST,
PROPERTY TAXES AND THE POINTS YOU PAY TO A LENDER TO SECURE A
MORTGAGE FOR A PRIMARY RESIDENCE ARE ALL DEDUCTIBLE.
IF YOU OWN A SECOND HOME AND USE IT STRICTLY FOR YOUR OWN 
PLEASURE, MORTGAGE INTEREST AND REAL ESTATE TAXES ARE LIKEWISE
DEDUCTIBLE. BUT BEAR IN MIND, POINTS PAID TO SECURE A MORTGAGE 
ON A SECOND RESIDENCE ARE NOT FULLY DEDUCTIBLE IN THE YEAR
paid. Instead you must deduct them equally each year over
THE LIFE OF THE LOAN.
Tax rules on a second home you rent out for a portion of the 
YEAR ARE SOMEWHAT MORE COMPLICATED. HOWEVER, IF YOU RENT 
YOUR HOUSE OUT FOR 1 4  DAYS OR LESS, THE MORTGAGE INTEREST 
AND REAL ESTATE TAXES REMAIN DEDUCTIBLE AND THE RENTAL INCOME
YOU EARN IS TAX-FREE.
But what happens if you rent out your second home for 
LONGER THAN 1 4  DAYS? DEPENDING ON HOW OFTEN IT IS RENTED AND 
HOW OFTEN YOU USE IT YOURSELF, IT MAY BE CONSIDERED A RENTAL 
PROPERTY. THE RULES IN THIS AREA ARE TOO COMPLEX TO COVER IN 
TODAY'S SPEECH. IF YOU OWN A SECOND HOME THAT IS NOT USED 
STRICTLY FOR YOUR PERSONAL PLEASURE, I RECOMMEND THAT YOU 
CONSULT A CPA. IN THE MEANTIME, IF YOU HAVE SPECIFIC
QUESTIONS, I'LL  ANSWER THEM WHEN I AM THROUGH WITH MY TALK.
Ensuring that you are not paying more than your fair share in 
PROPERTY TAXES IS ANOTHER SMART MOVE. FIRST, FIND OUT IF YOU 
ARE ELIGIBLE FOR A PROPERTY-TAX EXEMPTION. EXEMPTIONS VARY 
FROM ONE LOCALE TO ANOTHER, BUT ARE OFTEN AVAILABLE TO BLIND, 
DISABLED OR ELDERLY PEOPLE, AS WELL AS TO VETERANS.
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Second, find out whether your house was evaluated
CORRECTLY. TO  DO SO, CHECK YOUR PROPERTY RECORD CARD WHICH 
IS ON FILE AT THE TAX ASSESSOR'S OFFICE. TH IS  CARD CONTAINS A 
GREAT DEAL OF INFORMATION ABOUT YOUR PROPERTY AND HOUSE . . . 
INCLUDING THE PROPERTY'S DIMENSIONS, AND THE HOUSE'S AGE, 
SQUARE FOOTAGE, AND NUMBER OF ROOMS. THE CARD ALSO LISTS 
THE SPECIAL FEATURES OF YOUR HOME SUCH AS A SWIMMING POOL OR 
A FIREPLACE. IN ADDITION, FACTORS THAT M AY DIMINISH YOUR 
HOME'S VALUE, SUCH AS ITS PROXIMITY TO A HIGHWAY OR FACTORY, 
SHOULD ALSO BE MENTIONED.
If YOUR PROPERTY RECORD CARD CONTAINS INCOMPLETE OR
INACCURATE INFORMATION, SCHEDULE A MEETING WITH YOUR TAX 
ASSESSOR TO DISCUSS YOUR DISPUTE. BRING ALONG DOCUMENTS 
THAT MAY HELP YOU SUBSTANTIATE YOUR CLAIM. FOR INSTANCE, IF 
YOUR PROPERTY RECORD CARD LISTS YOUR PROPERTY'S SQUARE 
FOOTAGE INCORRECTLY, BE PREPARED TO PRESENT A SURVEY WHICH
SHOWS THE RIGHT DIMENSIONS.
If your property record card IS accurate, but you feel your 
ASSESSMENT IS TOO HIGH, THE NEXT POSSIBLE STEP IS TO BRING YOUR 
CASE TO THE LOCAL APPEALS BOARD. BEFORE TAKING THIS ACTION, BE 
PREPARED TO DEMONSTRATE THAT YOUR HOME HAS BEEN ASSESSED AT 
A HIGHER VALUE THAN COMPARABLE HOMES. THE QUICKEST W AY TO
OBTAIN THIS INFORMATION IS BY ASKING YOUR NEIGHBORS FOR THEIR
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PROPERTY ASSESSMENTS. IF YOUR NEIGHBORS ARE RELUCTANT TO 
SHARE THIS INFORMATION WITH YOU, YOU CAN REVIEW THE PROPERTY 
TAX RECORDS AT YOUR ASSESSOR'S OFFICE. SINCE THESE RECORDS 
ARE PUBLIC INFORMATION, YOU SHOULD HAVE NO TROUBLE OBTAINING
THEM.
If the local appeals board turns you down, you may w ant to 
CONTACT THE STATE REVIEW BOARD, WHICH FOLLOWS PROCEDURES 
SIMILAR TO THE LOCAL BOARD. A COSTLY LAST RESORT IS BRINGING 
YOUR CASE TO STATE TAX COURT. I DON'T RECOMMEND TAKING THIS 
ACTION UNLESS YOUR POTENTIAL TAX SAVINGS ARE LIKELY TO EXCEED
THE COSTS OF HIRING AN ATTORNEY AND GETTING A PROFESSIONAL
APPRAISAL.
W hile lowering property taxes can save you a significant 
AMOUNT, IT IS OBVIOUS THAT PROPERTY TAXES WILL STILL COMPRISE A 
SUBSTANTIAL CHUNK OF YOUR BUDGET. NOT SO APPARENT, HOWEVER, 
IS THE LARGE TAX LIABILITY YOU MAY FACE WHEN YOU SELL YOUR 
HOME. IF YOU SELL YOUR HOME AT A PROFIT, YOU MAY OWE TAX ON 
the profit. However, with careful planning you can defer, 
ELIMINATE, OR AT LEAST REDUCE THE TAX DUE ON THE PROFIT FROM
THE SALE OF A HOME.
The most common w ay to avoid this tax , at least temporarily, 
IS to roll over the profits from the sale. To be eligible for
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THIS DEFERMENT YOU MUST MEET CERTAIN REQUIREMENTS. FIRST, THE 
HOME YOU SELL MUST BE YOUR PRINCIPAL RESIDENCE AND SECOND,
YOU MUST BUY AND MOVE INTO A HOME OF EQUAL OR GREATER VALUE 
WITHIN TWO YEARS BEFORE OR AFTER THE SALE. IF YOU BUILD A NEW 
HOME, CONSTRUCTION MUST BE COMPLETED AND YOU MUST OCCUPY 
THE HOUSE WITHIN THIS TIME LIMIT.
In most cases, the requirements for deferment are easy to 
satisfy. However, there are situations in which rolling over 
THE GAIN FROM THE SALE OF A HOME CAN BE TRICKY. IF YOU FIND 
YOURSELF IN DOUBT ABOUT WHETHER YOU CAN QUALIFY FOR THE 
DEFERMENT, I WOULD RECOMMEND THAT YOU SEEK PROFESSIONAL 
ADVICE.
In ADDITION TO ROLLING OVER GAINS, CERTAIN TAXPAYERS MAY BE 
ELIGIBLE TO AVOID THIS TAX COMPLETELY. IF YOU ARE AGE 5 5  OR
OLDER YOU MAY QUALIFY FOR A ONCE-IN-A-LIFETIME TAX BREAK THAT
ALLOWS YOU TO EXCLUDE FROM TAXABLE INCOME AS MUCH AS 
$ 1 2 5 , 0 0 0  OF THE PROFIT FROM THE SALE OF A PRINCIPAL RESIDENCE.
TO  BE ELIGIBLE FOR THIS VALUABLE TAX BREAK, YOU MUST HAVE LIVED 
IN THE HOUSE FOR AT LEAST THREE OF THE FIVE YEARS PRIOR TO THE 
SALE. The EXCLUSION IS AVAILABLE ONCE IN A LIFETIME, PER 
INDIVIDUAL OR COUPLE. IN OTHER WORDS, IF EITHER YOU OR YOUR
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SPOUSE TOOK ADVANTAGE OF THE TAX BREAK BEFORE MARRYING, 
NEITHER OF YOU CAN NOW CLAIM THE EXCLUSION.
IF YOU DON'T QUALIFY FOR THE DEFERMENT OR EXCLUSION, THERE ARE 
OTHER METHODS THAT MAY HELP YOU REDUCE YOUR TAXABLE GAIN. 
One is to keep complete records of home improvement expenses 
Capital improvements increase your home' s " basis" -- a term 
THAT REFERS TO THE YOUR TOTAL INVESTMENT IN THE PROPERTY 
INCLUDING THE PURCHASE PRICE AND RELATED EXPENSES. SIMPLY 
STATED, THE HIGHER THE HOME'S BASIS, THE LOWER THE GAIN 
REALIZED FROM ITS SALE.
FlX-UP EXPENSES -- COSTS FOR PAINTING OR WALLPAPERING, FOR 
EXAMPLE, THAT MAKE A HOME MORE ATTRACTIVE TO BUYERS -- MAY 
ALSO LOWER THE TAX LIABILITY. FlX-UP EXPENSES INCURRED WITHIN 
9 0  DAYS PRIOR TO THE SIGNING OF THE CONTRACT TO SELL AND PAID 
WITHIN 3 0  DAYS AFTER THE SALE, REDUCE THE "AM O U N T REALIZED" 
FROM THE SALE, WHICH ALSO LOWERS THE TAXABLE GAIN.
If you do MAKE CAPITAL IMPROVEMENTS to your home, you might 
W ANT TO CONSIDER FINANCING THEM WITH A HOME EQUITY LOAN
WHICH WILL GIVE YOU AN ADDITIONAL TAX BREAK. HOME EQUITY 
LOANS BECAME POPULAR IN THE M ID -8 0 s WHEN CONGRESS 
ANNOUNCED THE PHASE-OUT OF THE PERSONAL INTEREST TAX 
DEDUCTION. Last YEAR, THE DEDUCTIBILITY OF INTEREST ON MOST
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TYPES OF CONSUMER CREDIT, INCLUDING CAR LOANS AND CREDIT 
CARDS, W AS ELIMINATED. BUT THE INTEREST ON A HOME EQUITY LOAN 
OF UP TO $ 1 0 0 , 0 0 0  IS GENERALLY STILL FULLY DEDUCTIBLE. A S  AN 
ADDED BENEFIT, A HOME EQUITY LOAN USUALLY CARRIES A LOWER 
INTEREST RATE THAN OTHER LOANS, BECAUSE IT IS SECURED BY YOUR
HOME.
For many consumers, home equity loans are a cost-effective
W AY TO CONSOLIDATE DEBT OR PAY FOR LARGE PURCHASES.
However, I don't recommend them for everyone. Having 
ACCESS TO A LARGE CREDIT LINE TEMPTS SOME PEOPLE TO USE THE 
FUNDS FOR ITEMS THEY DON'T NEED OR C A N 'T  AFFORD. MORE 
IMPORTANTLY, SINCE YOU ARE USING YOUR HOME AS COLLATERAL, A 
HOME EQUITY LOAN IS RISKY -  IF YOU DEFAULT, YOU COULD LOSE 
your house. Therefore, in general, I suggest tapping a home 
EQUITY CREDIT LINE ONLY FOR MAJOR FINANCIAL NEEDS, SUCH AS
MEDICAL OR EDUCATIONAL EXPENSES.
Tax deductions aren't the only way for you to trim the cost 
OF OWNING A HOME. YOU CAN ALSO TRY TO FIND METHODS FOR 
MINIMIZING YOUR MORTGAGE INTEREST EXPENSES. NO W  MANY OF YOU 
M AY HAVE FIXED-RATE LOANS, AND THEREFORE ASSUME YOU ARE 
STUCK WITH THAT MONTHLY MORTGAGE PAYMENT AMOUNT. BUT 
THERE ARE STILL METHODS FOR MINIMIZING YOUR MORTGAGE COSTS. 
The TWO I WILL DISCUSS TODAY ARE REFINANCING AND PRE-PAYMENT.
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Refinancing involves paying off your existing mortgage and 
TAKING OUT A NEW LOAN. FIRST, LET ME POINT OUT THAT THE 
PROCESS OF REFINANCING WILL BE A SIMILAR EXPERIENCE TO OBTAINING 
YOUR MORTGAGE. AS YOU PROBABLY REMEMBER, THE PROCESS CAN BE 
TIME-CONSUMING AND FRUSTRATING, AS WELL AS EXPENSIVE. 
Refinancing will involve the same closing costs including 
APPLICATION, APPRAISAL AND ATTORNEY FEES, AND UP-FRONT PAYMENT 
OF INTEREST OR ’’ POINTS".
W hen and why should you refinance? A ny time there is a drop 
IN INTEREST RATES, IT MAKES SENSE TO EXPLORE REFINANCING. 
Refinancing your mortgage with a loan that carries a lower
RATE CAN SAVE YOU THOUSANDS OF DOLLARS OVER THE LIFE OF THE 
LOAN. But there are two alternatives for how you can 
ACCOMPLISH THIS. OPTION ONE IS TO REFINANCE WITH A LOAN OF THE 
SAME TERM AND REDUCE THE AMOUNT OF YOUR MONTHLY PAYMENT.
Option two is to refinance with a loan of a shorter term.
This step probably won 't lower your monthly payment, but it
WILL SAVE YOU MORE MONEY OVER THE LONG-RUN.
Let's start with the first option. If your goal is to lower 
YOUR MONTHLY PAYMENT, A NEW MORTGAGE OF THE SAME TERM WITH 
A LOWER RATE WILL NOT ONLY INCREASE YOUR MONTHLY CASH FLOW,
BUT WILL SAVE YOU A SIGNIFICANT SUM OVER THE LIFE OF THE LOAN. 
For example, if you swapped your $ 1 0 0 , 0 0 0 ,  30-year
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MORTGAGE AT 1 1 PERCENT FOR A 30-Y E A R  MORTGAGE FOR THE SAME 
AMOUNT AT NI NE PERCENT, YOUR MONTHLY PAYMENT WOULD DROP BY 
$ 1 4 8 .  A nd CONSIDER this: AFTER 3 0  YEARS, THIS MONTHLY 
SAVINGS WOULD ADD UP TO MORE THAN $ 5 0 , 0 0 0 .
If easing your monthly cash flow situation is your motive for 
REFINANCING, THE LENGTH OF TIME IT WILL TAKE TO RECOUP THE 
CLOSING COSTS INCURRED IN REFINANCING SHOULD PLAY AN IMPORTANT 
ROLE IN YOUR DECISION. TO DETERMINE THE NUMBER OF MONTHS THAT 
WILL PASS BEFORE REFINANCING STARTS PAYING OFF, SIMPLY DIVIDE
YOUR EXPECTED MONTHLY MORTGAGE SAVINGS INTO YOUR CLOSING 
costs. For example, if your closing costs are $ 3 , 0 0 0  and 
YOUR MONTHLY PAYMENT WILL BE REDUCED BY $ 2 0 0 ,  IT WILL TAKE 1 5 
MONTHS BEFORE REFINANCING PAYS OFF FOR YOU. IF YOU DON'T PLAN 
TO LIVE IN THE HOUSE AT LEAST THAT LONG, REFINANCING WILL BE A
LOSING PROPOSITION FOR YOU.
On the other hand, if your monthly cash flow is not a
PROBLEM AND YOU WOULD LIKE TO SAVE EVEN MORE ON YOUR
MORTGAGE INTEREST, REFINANCE YOUR MORTGAGE WITH ONE THAT HAS 
A LOWER INTEREST RATE AND A SHORTER TERM. W HILE SAVING YOU 
MONEY IN THE LONG RUN, THIS OPTION IS LIKELY TO INCREASE YOUR 
MONTHLY PAYMENT. FOR INSTANCE, CONSIDER THE DIFFERENCE 
BETWEEN A 30 -Y E A R , $ 1 0 0 , 0 0 0  MORTGAGE AT 9 .5  PERCENT AND A 
15-YE AR  LOAN FOR THE SAME AMOUNT AT 8  PERCENT. THE SHORTER-
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TERM MORTGAGE CARRIES A MONTHLY PAYMENT OF $ 1 1 5  MORE THAN 
THE 30-Y E A R  MORTGAGE. BUT OVER THE LIFE OF THE LOAN, THE 
TOTAL COST SAVINGS IS WELL OVER $ 1 0 0 , 0 0 0 .  JU S T MAKE SURE 
YOU CAN AFFORD THE EXTRA CASH OUTLAY EACH MONTH BEFORE
TRADING YOUR MORTGAGE FOR ONE WITH A SHORTER TERM.
W hatever your motive for refinancing, you should also 
CONSIDER THE TAX CONSEQUENCES OF YOUR DECISION. INTEREST ON A 
REFINANCED MORTGAGE IS DEDUCTIBLE JUST LIKE THE INTEREST ON THE 
ORIGINAL MORTGAGE. HOWEVER, POINTS ON A REFINANCED MORTGAGE 
MUST BE DEDUCTED EQUALLY OVER THE LIFE OF THE LOAN. FOR 
EXAMPLE, IF YOU PAID $ 3 , 0 0 0  IN POINTS ON A 30 -Y E A R  REFINANCED 
MORTGAGE, INSTEAD OF A $ 3 , 0 0 0  DEDUCTION IN THE FIRST YEAR, YOU 
COULD ONLY DEDUCT $ 1 0 0  A YEAR FOR 3 0  YEARS.
A nother important point to keep in mind when refinancing is
THAT IF YOUR INTEREST PAYMENT IS REDUCED, YOUR TAX DEDUCTION
WILL DECREASE PROPORTIONATELY.
Some experts suggest as a general rule of thumb that you
REFINANCE ONLY IF YOU CAN OBTAIN A LOAN WITH AN INTEREST RATE
TWO PERCENT POINTS LOWER THAN YOUR CURRENT RATE, AND YOU
PLAN ON STAYING IN YOUR HOUSE AT LEAST TWO MORE YEARS.
A lthough this is a good w ay  to begin your exploration of
REFINANCING, IT IS NOT A HARD AND FAST RULE. IF YOU HAVE A
1 0
LARGE MORTGAGE, A DECREASE OF ONE PERCENT IS OFTEN ENOUGH TO 
MAKE REFINANCING WORTH YOUR WHILE. SO , IF YOU ARE THINKING 
ABOUT REFINANCING, I SUGGEST YOU AND YOUR ACCOUNTANT SHARPEN 
YOUR PENCILS AND DO THE ACTUAL CALCULATIONS TO MAKE SURE
REFINANCING WILL BE A WINNING PROPOSITION FOR YOU.
I'D  LIKE TO TURN NOW TO PRE-PAYING YOUR MORTGAGE, ANOTHER 
TECHNIQUE FOR LOWERING YOUR INTEREST EXPENSE. BY PAYING MORE 
PRINCIPAL THAN IS DUE EACH MONTH, YOU BUILD UP EQUITY IN YOUR 
HOME FASTER, RETIRE YOUR DEBT SOONER AND SAVE SIGNIFICANT SUMS
IN INTEREST.
Let' s say you pay double the amount of principal you owe each 
month. That ' s not really as much as you might think. If you 
are in the early years of your mortgage, when interest 
USUALLY EXCEEDS PRINCIPAL BY A LARGE MARGIN, YOU MIGHT BE ABLE 
TO HANDLE A DOUBLE PRINCIPAL PAYMENT EACH MONTH. BY DOING SO
YOU SHORTEN THE LIFE OF YOUR MORTGAGE BY ONE MONTH AND 
ELIMINATE THAT MONTH'S INTEREST CHARGE. IN ESSENCE, IF YOU 
DOUBLED YOUR PAYMENT EVERY MONTH, YOU WOULD BE CONVERTING 
YOUR 30 -Y E A R  LOAN TO A 1 5-YEAR LOAN W ITHOUT THE FEES AND
HASSLES OF REFINANCING.
OF COURSE, THE FURTHER ALONG YOU GET IN YOUR MORTGAGE, THE 
MORE BURDENSOME PRE-PAYING W ILL BECOME. IF IT GETS TOO
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DIFFICULT TO DOUBLE YOUR PAYMENT EACH MONTH, YOU CAN SWITCH 
IT TO EVERY SECOND MONTH OR EVERY THIRD MONTH. THE IMPORTANT 
THING TO REMEMBER IS THAT PRE-PAYMENT DOES NOT ENTITLE YOU TO
SKIP ANY REGULAR PAYMENTS.
I WOULD ALSO LIKE TO POINT OUT HERE THAT YOU DO N'T ACTUALLY
REALIZE THE SAVINGS OF PRE-PAYMENT UNTIL THE LOAN IS PAID OFF.
T herefore I strongly recommend that you do not dip into your
EMERGENCY FUND TO PRE-PAY YOUR MORTGAGE.
T he final point I w ant to make today is that you do have some 
CONTROL OVER THE EXPENSES ASSOCIATED WITH YOUR HOME. I HOPE I
W AS SUCCESSFUL IN ILLUSTRATING SOME METHODS FOR TAKING
ADVANTAGE OF THAT CONTROL. THE ONLY REQUIREMENT IS TIME -- 
THE TIME TO KEEP UP TO DATE ON CHANGING TAX LAW S, MORTGAGE 
OPTIONS AND INTEREST RATES. IF YOU DON'T KNOW W HAT TO DO 
WITH ALL THE INFORMATION THAT COMES YOUR W AY , THEN BY ALL 
MEANS SEEK ADVICE FROM A PROFESSIONAL, SUCH AS A CPA.
N O W , I WILL BE HAPPY TAKE YOUR QUESTIONS.
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